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March 22, 1959

Mr. Pyke Johnson,

Autorsobi 10 Maaufncturars Association,
Sranaportation Building,

Washington, D. C*

I am gratified to laara that my talk atlnulatad
acsie reaearch work oé& the part of your friend* 1 mist say,
however, thnt 1 find the reanlt of his work v#ry itlaleadInf.
I think, if he hfid $on@ acre exhaustively into the dmttar,
fee would have arrived at radically different conclttalone.

In the first pluce, tm apparently uaed the book-
keeping net ospaadi tnren of tha Traaaury, though obviously
aneh itaras of expenditure* as tré&nafera to truat accounts
have no relation to buying, power* The nttachorf Chart X ahowe
the actual caah deficit is relation to mw car aalaa* Thare
appear® to ba little positive correlation* However, we &t
a mmmFamt different picture if w* aeeme that the fall effect
of deficit spending i1a fait aonetUa* after it occurs. Chart Il
ahowa the affect of relating osia your*a deficit spend!mg to
car aalaa i1a the following year* “*He.relationship appears
fairly good axco.pt for the years 1934-85* It ao happens, how-
ever, that the aat caah deficit in those years ia not a wary
good manure of tha net addition to diepoaabla cash iiooae of
tha normal ty attributable to the fiscal operations of the
OowarsEsant* for tnata&ee, in th« Ffiscal year 1934, tho Federal
Qovenmont isveatad #150,000,000 in tha stock of the Federal
Deposit Insurance Corporation «nd tha leconstruetioa Finance
Corporation disbursed over 1i,000,000,000, primarily for loans
to and tnv**Otmnta in financial institutions lika fesates and
Insurance emetjamiea* Littlo of this mojsay pnaasd into the
handa of Individual* and became available for consumer pur-
chases. Expenditures of tha type not adding to conmsser buy-
ing power war® a ssuch were iImportaat factor in total Federal
expenditures? in the* fieeal year 1934 than In the fiacal yaar
1938*
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Mr. Pyke Johnson

As a more accurate measure of the additions to or sub-
tractions from the community*s disposal cash income arising from
the fiscal operations of the Government, we hato constructed a
series vaidi wO© call the net federal contribution to buying paver*
*Riis series excludes refinancing types of expenditures, and estate
and gift taxes, include® purchases of domestically mined gold and
silver* unemployment payroll tax collections on an accrual basis,
and sssoothes certain types of expenditures and receipts* This
series indicates that, so far as net additions to buying power are
concerned, 1935 was above 1934, In Chart Ill this series is related
directly to the following year"s car sales..

Actually, 1 should not expect a particularly close rela-
tion between any one item of consumer expenditure and the net Federal
contribution. Variations in national income are, as you kmw§ only
one factor entering into autonobile sales* Changes in the age distri-
bution of existing cars, in terns of financing, in Models, and in ex-
pectations regarding prices, are all on occasion important. |1 regard,
therefore, the positive lead-lag relationship depicted in Chart 111
as partly a coincidence.

On the other hand, there are more reasonable grounds for
expecting to find a definite relationship between large changes in
the net federal contribution to buying power end changes in total
consumer expenditures, though even here other factors may partially
or completely offset the influence of changes in the govensaent net
expenditure figures. 1 am including a chart showing seiai-annual figures
of the Gov<rmnant net contribution and changes from one half-yearly
period to another in a comprehensive index of consumer expenditures.
"Fast relationships of these two series at least suggest, | thxide* the
danger we may run if we attesspt a very rapid transition to a balanced
budget.

These charts sight suggest that we cannot have a growth

of consumption at any time without a net federal contribution to buy-
ing power. 'hiS] however, would be an unwarranted assumption since
the charts only cover a period in which the volume of private capital
expenditures was insufficient to generate a national income capable
of absorbing our potential output. If the volume of private capitrlL
expenditures were sufficiently high, we could have a growth in con-
sumption without any contribution by the Government.

With reference to the second question you passed along to
me, | suppose the correct answer is that the dollar is our unit of
account, and cash and deposits subject to check are our media of
payment* The dollar is convertible for certain purposes into gold
at the rate of 15 5/21 grains of gold 9710 fine. |1f one begins to
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Mr. Pyke Johnson -3-

lose *<xmftdenc«* la the dollar, 1 mppom this loss of confidence
mesa® that on* expects its value to fall, or, in oth 2 words, prices
to rise* 1 "would not beeo&e unduly airmad by a gentle rise in
prices* I?et your friend hed in misd, lwcvwr, was prob&bXy a drastic
ri“fi In prices, or, in othnr »ords, inflation. 1 would serely point
out that before inflation could develop on any substantial or fte&tral
scale, vie would have to have full arc?>loynent of our productive factors.
Since rm are atill e lo™" way fron that condition, -md since t* hi "h
incorse that such a condition would generate would pemit

national
Federal debt retirement, which would be a restraining influence, X
th ikt the dangers he is fearing are very rmaote. Personally, |fia fnr

aore concerned with the problen of securing sufficient effective deannd
to absorb our existing capacity to produce.

Sincerely yours,

M. 3. Ecclesj
Chairman.

Kuclo.Bures 4
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CODEX BOOK COMPANY. INC,

Chart 1
Excess of Federal Cash Outgo Over Cash Income and New Passenger Car Registrations
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Chart 11
Excess of Federal Cash Outgo Over Cash Income and New Passenger Car Registrations, Lagged One Year
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Chart 111
Net Federal Contribution to Buying Power and New Passenger Car Registrations, Lagged One Year
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HALF YKAJLY GOVi3a*i;;*NT NaT CO! Ti'ibJTIG” COi-JP-r.J-D I'I'll CiL.W .£ IN CONMUM;'3Bi iflIPI'KI'ITUKKS
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Form P. R, 131
BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
Office Correspondence Date_March 20, 1932,

Subject: Letter to Mr. Pyke Johnson

-

Fro

ZF

I have inserted a paragraph on page 2, correcting the implication that
we c¢an never have an increase in consumption without a cash deficit.
On the other point you mentioned, I have read Mr. Johmson's letter over again
and I am convinced that the reference to the Federal Reserve was only ineci-
dental; that what he was really concerned with in asking for a definition of
a dollar is the inability to get gold and the fear of inflation. I have,
therefore, only added a sentence to the effect that "the dollar is convertible
for certain purposes at the rate of 15 5/21 grains of gold 9/10 fine. If you
still feel that you would like to go into the Federal Reserve aspect of the

pilcture I shall be very glad to try my hand at writing up something along
that line.
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Form F. R, 131
BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence Date_Mareh 10, 1959,
) Chairman Fecles Subject:__ Reply to Mr. Pyke Johnson
From Lauchlin Currie

Attached is a suggested reply to Mr. Johnson, along the lines
you indicated. Not knowing the degree of your intimacy, I have left
blanks for the salutation and ending.
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TQ Dr, Currie

FROM Chaitman Fccles

MARKS:

These are the three matters about
whigh I talked to you over the phone.
Please see that the Letter from Pyke
Johnson is followed up and we receive
a reply.

M.S.E.

CHAIRMAN'S OFFICE
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General Offices
366 Madison Avenue
New York

Cable Address Detroit
Automakers General Motors Building

AUTOMOBILE MANUFACTURERS ASSOCIATION

TRANSPORTATION BUILDING, WASHINGTON, D.C.
February 24, 1939

Governor Marriner 8. Eccles
Board of Governors of the
Federal Reserve System
Washington, D. C.

My dear Governor:

One of the men who listened to your talk
in Detroit Monday went back to his office and pre-
pared the attached chart which compares new pas-
senger car sales with the deficit spending of the
government.

He finds, as you will notice, that in
1935 when the deficit spending decreased car sales
increased. The same was true in 1937. In 1938
deficlt spending increased and car sales decreased.

From that analysis he comes to the Jjudgment
that 1t is not loglcal to assume that the activity
of business 1s dependent on government deflcits.

Knowing that you are interested in having
all slants of thls question presented to you, I
thought it worth while to pass this along to you
for your consideration.

Incidentally, the same chap sent a question
along, which was not put to you on that day. It 1is
as follows:

"I have a Federal Reserve note which says
that the United States will pay me $10 on demand.
What is your definition of the word dollar?"

Here agalin 1s a question which I judge
from talks with business men recently, reflects a
serious note of concern.

I am still looking forward to the day
when our committee will have a chance to hear you.

I trust that you have fully recovered from
your recent 1ndlsposition.
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General Offices

366 Madison Avenue

York
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Cable Address Detroit
Automakers General Motors Building

AUTOMOBILE MANUFACTURERS ASSOCIATION

TRANSPORTATION BUILDING, WASHINGTON, D.C.

April 3, 1939

Governor M. 8. Eccles
Board of Governors of the
Federal Reserve System
Washington, D. C.

Dear Governor:

Thanks very much for your letter of
March 22 making answer to mine of February 24,
which I find on my desk on my return from a
trip south.

I am sending this material along to
my friend, with the reservation that the material
1s for his informetion and not for any publication.

My only purpose in suggesting a some-
what broader distribution was to get before some
of our executfves the point of view which you
express, which I think is highly interesting.

However, since you have some doubts
about this procedure, I am not sending it to
anyone else.

Sincerely,

fir—

Pyke Johnson





